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Remember when you were little and you went to bed worried 
THAT THERE WERE MONSTERS IN THE CLOSET? YOUR PARENTS WOULD 
COME IN, TURN ON THE LIGHT AND OPEN YOUR CLOSET DOOR JUST TO 
PROVE TO YOU THERE WERE NO MONSTERS. YOU MAY HAVE FELT 
REASSURED FOR A LITTLE WHILE - MAYBE YOU EVEN FELL ASLEEP - BUT 
YOU WERE STILL SURE THAT SOONER OR LATER THE MONSTERS WERE 
GOING TO GET YOU.
Many people feel the same way about the Tax Reform Act of 
1986. Sure you've been told the new law is simpler and 
fairer. Why, you've even been promised lower tax rates. But 
somehow, you're not smiling, because deep down inside you know 
sooner or later, one way or another. IT'S going to get you. 
Well, I  can't deny that. Tax reform is going to get you - you 
AND EVERYONE ELSE. THE PROVISIONS OF THE NEW LAW ARE SO FAR 
REACHING THEY ARE LIKELY TO AFFECT EACH AND EVERY TAXPAYER 
HERE. BUT SOMETIMES WHEN YOU UNDERSTAND SOMETHING, IT'S A 
LITTLE LESS FRIGHTENING, AND MAYBE EVEN A LITTLE EASIER TO LIVE 
WITH. SO SIT BACK, RELAX AND LISTEN WHILE I EXPLAIN HOW TAX 
REFORM IS LIKELY TO AFFECT YOUR 1987 TAX RETURN.
IT'S DIFFICULT TO SUMMARIZE TAX REFORM'S 1,000- PLUS PAGES, 
BUT I'LL TRY. BEFORE WE START. LET ME SAY TWO THINGS. FIRST. 
DON'T WORRY ABOUT REMEMBERING EVERYTHING YOU SEE AND HEAR. I 
HAVE A BROCHURE TO HAND OUT THAT OUTLINES MY TALK. SECONDLY,
MY TALK IS A SUMMARY OF TAX REFORM —  AND AS A SUMMARY IT CAN 
ONLY OFFER AN OVERVIEW. SO, BEFORE YOU TAKE ANY ACTION ABOUT 
YOUR T A X E S , CONSULT A P R O FE S S IO N A L TAX PLA N N E R .
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That said, let's move on to how tax reform affects you.
One of the biggest changes was in tax rates. For 1987, there 
ARE FIVE TAX RATES RANGING FROM 11 TO 38-1/2 PERCENT. THAT'S 
DOWN FROM 15 BRACKETS RANGING FROM 11 TO 50 PERCENT IN 1986.
AS YOU MAY KNOW, THE TAX RATES FOR 1988 HAVE BEEN REDUCED EVEN 
FURTHER, BUT, OF COURSE, THAT CAN'T HELP YOU ON YOUR 1987 
RETURN.
What I  want to spend time on are three other areas of major 
CHANGE: FILING, INCOME AND DEDUCTIONS. NOW, THE THINGS I'VE 
LUMPED INTO THOSE CATEGORIES MAY NOT IN THE STRICTEST SENSE OF 
THE MEANING BE A PART OF FILING, INCOME AND DEDUCTIONS, BUT I 
THINK MOST OF US THINK OF THEM THAT WAY.
LET'S TAKE A LOOK AT WHAT I CALL THE FILING AREA. IN THIS 
CATEGORY I INCLUDE FILING REQUIREMENTS, PERSONAL EXEMPTIONS AND 
STANDARD DEDUCTIONS.
First, let's discuss filing requirements. I  assume that 
ALL OF YOU BELIEVE THAT YOU WILL HAVE TO FILE A RETURN THIS 
YEAR, OTHERWISE YOU PROBABLY WOULDN'T BE HERE. BUT, LET'S TAKE 
A LOOK TO BE SURE.
IT WOULD TAKE A GOOD TEN MINUTES TO RECITE ALL OF THE 
FILING REQUIREMENTS. SO WHAT I'M GOING TO DO IS GIVE YOU THE 
REQUIREMENTS FOR INDIVIDUALS UNDER 65 AND NOT BLIND BECAUSE 
THESE PEOPLE HAVE THE LOWEST INCOME LIMITS. IF YOU OR YOUR 
SPOUSE ARE OVER 65 OR BLIND, YOUR FILING REQUIREMENTS WILL HAVE 
HIGHER INCOME LIMITS.
NOW, IF YOU'RE SINGLE AND UNDER 65, YOU MUST FILE A RETURN 
IF YOUR GROSS INCOME WAS AT LEAST $4,440. AND LET ME POINT OUT
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THAT GROSS INCOME INCLUDES INCOME FROM ALL SOURCES, SUCH AS 
COMPENSATION FOR SERVICES, BUSINESS INCOME, INTEREST, RENT, 
DIVIDENDS AND GAINS FROM THE SALE OF INVESTMENTS. FOR HEAD OF 
HOUSEHOLDS, YOU MUST FILE A TAX RETURN IF YOUR GROSS INCOME WAS 
AT LEAST $4,440. FOR MARRIED FILING JOINTLY WITH BOTH SPOUSES 
UNDER 65, YOU MUST FILE IF YOUR INCOME WAS AT LEAST $7,560. FOR 
THOSE MARRIED AND FILING SEPARATELY. THE FIGURE IS $1,900.
The filing requirements for qualified widows and widowers 
UNDER 65 HAS ALSO RISEN; THESE INDIVIDUALS MUST FILE RETURNS IF 
THEIR GROSS INCOME WAS AT LEAST $5,660.
There are a few exceptions to these filing requirements. 
Self-employed people must file if they have net earnings of 
$400 or more from self-employment. Those who receive advance 
payments of the earned income credit during the year must file 
REGARDLESS OF GROSS INCOME. THE SAME IS TRUE FOR THOSE WHO OWE 
OTHER TAXES, SUCH AS TAXES ON PREMATURE IR A  WITHDRAWALS.
Some of you who aren't required to file may want to 
anyway. These include people who are due a refund —  you can't 
GET A TAX REFUND IF YOU DON'T FILE A RETURN. THE SAME IS TRUE 
IF THE GOVERNMENT OWES YOU AN EARNED INCOME CREDIT. YOU MUST 
FILE A RETURN IN ORDER TO RECEIVE THE CREDIT.
There are also special rules for those of you who can be 
CLAIMED AS A DEPENDENT ON ANOTHER PERSON'S TAX RETURN. SUCH 
DEPENDENTS MUST FILE A RETURN IF HE OR SHE HAS ANY UNEARNED
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INCOME AND HIS OR HER GROSS INCOME IS MORE THAN $500. THE 
DEPENDENT MUST ALSO FILE A RETURN IF HIS OR HER GROSS INCOME IS 
MORE THAN THEIR ALLOWED STANDARD DEDUCTION.
NOW LET'S MOVE ONTO PERSONAL EXEMPTIONS. FOR 1987, THE 
PERSONAL EXEMPTION IS $1,900 —  THAT'S UP FROM $1,080 IN 1986. 
There are also two other changes. First, there is no longer an 
EXTRA EXEMPTION FOR THOSE 65 OR OVER OR BLIND. THIS EXEMPTION 
HAS BEEN REPLACED BY AN ADDITIONAL STANDARD DEDUCTION. IN 
ADDITION, A PERSON ELIGIBLE TO BE CLAIMED AS A DEPENDENT ON 
ANOTHER PERSON'S RETURN CANNOT CLAIM HIS OR HER OWN EXEMPTION. 
THE KEY WORD HERE is eligible, because you don't necessarily 
HAVE TO BE CLAIMED AS A DEPENDENT —  YOU ONLY NEED TO BE
E L IG IB L E  TO BE C L A IM E D .
I'D LIKE TO SPEND A FEW MINUTES NOW ON STANDARD DEDUCTIONS 
AND HOW THEY WORK. WITH THE STANDARD DEDUCTION YOU ACTUALLY 
SUBTRACT THE AMOUNT OF THE DEDUCTION ON YOUR RETURN. FOR 1987. 
THE STANDARD DEDUCTION RANGES FROM $2,540 FOR SINGLES TO $3,760 
FOR MARRIED FILING JOINTLY WHO ARE UNDER 65 AND NOT BLIND. FOR 
THOSE 65 OR OVER OR BLIND, THE DEDUCTION IS $3,750 FOR SINGLE 
INDIVIDUALS AND $5,600 FOR MARRIED PEOPLE FILING JOINTLY. IN 
ADDITION, THOSE 65 OR OLDER OR BLIND GET AN ADDITIONAL 
DEDUCTION OF $600 FOR MARRIED INDIVIDUALS FILING JOINTLY OR 
SEPARATELY AND $750 FOR THE SINGLE OR HEAD OF HOUSEHOLD FILING 
STATUS. FOR THESE TAXPAYERS, THE INCREASED 1988 STANDARD 
DEDUCTION AMOUNT WILL GO INTO EFFECT IN 1987.
Here's an example of how the standard deduction works: A 
MARRIED COUPLE IN THEIR 40'S FILING A JOINT RETURN GETS A 
STANDARD DEDUCTION OF $3,760. IF ONE OF THE SPOUSES WERE 65
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AND OVER OR BLIND, THE BASIC STANDARD DEDUCTION WOULD BE $5,000 
PLUS AN ADDITIONAL STANDARD DEDUCTION OF $600 FOR A TOTAL OF 
$5,600. IF ONE SPOUSE WERE BOTH BLIND AND 65 OR OVER, THE 
BASIC STANDARD DEDUCTION WOULD BE $5,000 WHILE THE ADDITIONAL 
STANDARD DEDUCTION WOULD BE $1,200 FOR A TOTAL OF $6,200.
AS I SAID A FEW MINUTES AGO, THERE ARE DIFFERENT STANDARD 
DEDUCTION RULES FOR THOSE WHO CAN BE CLAIMED AS DEPENDENTS ON 
ANOTHER TAXPAYER'S RETURN. THE DEDUCTION FOR DEPENDENTS IS THE 
GREATER OF $500 OR THE DEPENDENT'S EARNED INCOME —  BUT NOT 
MORE THAN THE FOLLOWING AMOUNTS: $2,540 TO $4,500 FOR SINGLE 
RETURNS, $1,880 TO $3,700 FOR MARRIED INDIVIDUALS FILING 
SEPARATE RETURNS; AND $3,760 TO $7,400 FOR MARRIED FILING JOINT 
RETURN STATUS AND $2,540 TO $5,900 FOR THE HEAD OF THE 
HOUSEHOLD.
Those were the changes in the category that I  call filing. 
Now LET'S MOVE ON TO WHAT I CALL INCOME. IN THIS CATEGORY I 
INCLUDE ALL OF THE CHANGES THAT AFFECT WHAT INCOME YOU REPORT 
AND HOW YOU REPORT IT. AND THE CHANGES WERE FAIRLY 
COMPREHENSIVE. SIX KEY AREAS ARE AFFECTED BY TAX REFORM: 
SCHOLARSHIPS AND FELLOWSHIPS, DIVIDENDS, UNEMPLOYMENT 
COMPENSATION, LONG-TERM CAPITAL GAINS, IRAS AND INCOME SHIFTING
First, let's look at how tax reform affected scholarships 
AND FELLOWSHIPS. FOR GRANTS MADE AFTER AUGUST 16, 1986, YOU 
MUST INCLUDE IN INCOME ANY AMOUNT RECEIVED FOR ANYTHING OTHER 
THAN TUITION AND BOOKS IF YOU ARE ENROLLED AS A DEGREE 
CANDIDATE. THE SAME HOLDS TRUE FOR MONEY RECEIVED IN RETURN 
FOR SERVICES PERFORMED AS A CONDITION OF YOUR GRANT, SUCH AS 
ASSISTING IN RESEARCH OR TEACHING. FOR NON-DEGREE PROGRAMS OR 
CANDIDATES, YOU MUST PAY TAXES ON THE FULL AMOUNT GRANTED AFTER 
August 16, 1986 and received after December 31, 1986.
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I’M GOING TO LUMP THE NEXT TWO CHANGES TOGETHER BECAUSE BOTH 
REPRESENT EXCLUSIONS THAT WERE TURNED INTO INCLUSIONS. IN THE 
PAST. $100 OF QUALIFIED DIVIDENDS COULD BE EXCLUDED FROM YOUR 
INCOME —  $200 ON A JOINT RETURN. AND ALL OR MOST OF 
UNEMPLOYMENT COMPENSATION COULD BE EXCLUDED FROM INCOME. BUT 
NO MORE. ALL DIVIDENDS AND ALL UNEMPLOYMENT COMPENSATION MUST 
BE INCLUDED IN INCOME AFTER 1986.
LONG-TERM CAPITAL GAINS WERE ALSO SIGNIFICANTLY AFFECTED BY 
TAX REFORM. IN 1986, A 60 PERCENT DEDUCTION ON LONG-TERM 
CAPITAL GAINS WAS ALLOWED, GIVING LONG-TERM CAPITAL GAINS A 
HIGHEST MARGINAL TAX RATE OF 20 PERCENT. FOR 1987 LONG-TERM 
CAPITAL GAINS WILL BE TAXED AT THE SAME RATES AS REGULAR 
income. However, the maximum tax rate for long-term gains is 
28 PERCENT.
IRA ELIGIBILITY WAS CHANGED BY TAX REFORM —  AND IT COULD 
AFFECT MANY OF YOU. IN A NUTSHELL, THERE ARE NOW INCOME LIMITS 
PLACED ON ELIGIBILITY. IF YOU'RE SINGLE AND NOT COVERED BY A 
RETIREMENT PLAN AT WORK, YOU CAN STILL SHELTER UP TO $2,000 OF 
YOUR EARNED INCOME. IF YOU EARN AT LEAST $2,000 AND YOUR 
SPOUSE DOESN'T WORK, YOU CAN STILL SHELTER UP TO $2,250, IF 
NEITHER YOU NOR YOUR SPOUSE ARE COVERED BY A RETIREMENT PLAN AT 
WORK AND YOU EACH EARN AT LEAST $2,000, YOU CAN SHELTER UP TO 
$4,000.
The big changes come in when you or your spouse are an 
ACTIVE PARTICIPANT IN A RETIREMENT PLAN AT WORK. SINGLE 
INDIVIDUALS CAN SHELTER THE FULL $2,000 IF THEY ARE COVERED BY 
A RETIREMENT PLAN AND THEIR ADJUSTED GROSS INCOME DOES NOT 
EXCEED $25,000. FOR EVERY $1,000 OVER THAT, THEY LOSE $200 IN 
DEDUCTIBILITY. SO A SINGLE PERSON COVERED BY A PLAN AT WORK 
WITH AN ADJUSTED GROSS INCOME OF $30,000 WOULD ONLY BE ABLE TO 
SHELTER UP TO $1,000 IN IRA CONTRIBUTIONS.
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Married couples with a combined adjusted gross income of 
$40,000 OR LESS CAN SHELTER UP TO THE FULL $4,000. INCOME 
ABOVE THAT LEVEL IS SUBJECT TO THE SAME PHASE-OUT SCHEDULE AS A 
SINGLE PERSON. IT'S IMPORTANT TO POINT OUT THAT IF YOUR INCOME 
IS ABOVE THE PHASE-OUT LEVELS, YOU CAN STILL CONTRIBUTE TO AN 
IRA, BUT YOUR CONTRIBUTION DOES NOT BECOME A TAX DEDUCTION.
BUT. IN FUTURE YEARS YOU WILL BE ABLE TO CONTINUE TO DEFER THE 
TAX ON INCOME EARNED ON THIS CONTRIBUTION.
Tax reform has also made it harder to shelter income by 
SHIFTING IT TO YOUR CHILDREN. UNDER THE OLD TAX LAW, MANY 
PEOPLE FREELY SHIFTED INCOME INTO AN ACCOUNT IN THEIR CHILD’S 
NAME AND PAID LESS TAXES. UNDER TAX REFORM, HOWEVER, UNEARNED 
INCOME OVER $1,000 FOR A CHILD UNDER THE AGE OF 14 WILL BE 
TAXED AT YOUR TOP RATE. FOR CHILDREN 14 AND OVER, THE OLD 
RULES STILL APPLY.
OUR FINAL CATEGORY IS DEDUCTIONS AND CREDITS. IN IT I 
INCLUDE DEDUCTIONS FOR MORTGAGE INTEREST, CONSUMER INTEREST, 
STATE AND LOCAL SALES TAXES, MOVING EXPENSES, MEDICAL EXPENSES, 
CHARITABLE CONTRIBUTIONS, MISCELLANEOUS EXPENSES, THE 
TWO-EARNER DEDUCTION AND THE CREDIT FOR POLITICAL CONTRIBUTIONS
I'M ALWAYS HESITANT TO START WITH THE BAD NEWS. BUT YOU 
DON'T LOOK LIKE A GROUP THAT WILL TAKE IT OUT ON THE 
MESSENGER. THE REALLY BAD NEWS IS THAT THE TWO-EARNER 
DEDUCTION, THE STATE AND LOCAL SALES TAX DEDUCTION, AND THE 
CREDIT FOR POLITICAL CONTRIBUTIONS HAVE ALL BEEN ELIMINATED.
Of the three, the loss of the two-earner and state and
LOCAL SALES TAX DEDUCTIONS WILL PROBABLY HURT THE MOST. THE
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TWO-EARNER DEDUCTION REPRESENTED A TEN-PERCENT DEDUCTION —  UP 
TO $3,000 — FOR MARRIED COUPLES WITH TWO WORKING SPOUSES. AND 
AS MANY OF YOU KNOW, STATE AND LOCAL SALES TAXES CAN ADD UP TO 
QUITE A SUM. THE LOSS OF BOTH PUTS A SIZABLE DENT IN THE 
AMOUNT OF OUR OVERALL DEDUCTIONS.
The other bad news is that the deduction for consumer 
CREDIT INTEREST IS BEING GRADUALLY ELIMINATED. THIS NEWS IS 
BAD FOR ANYONE WHO IS MAKING PAYMENTS ON A CAR LOAN. CREDIT 
CARD BALANCES OR ANY OTHER TYPE OF CONSUMER CREDIT. FOR 1987. 
YOU CAN DEDUCT ONLY 65 PERCENT OF YOUR INTEREST PAYMENTS AND 
THE DEDUCTION WILL FALL TO 40 PERCENT THIS YEAR AND WILL BE 
COMPLETELY ELIMINATED AFTER 1990.
NOW, SOME OF YOU MAY BE CONSIDERING A HOME EQUITY LOAN AS A 
TAX-DEDUCTIBLE ALTERNATIVE TO CONSUMER DEBT, BUT MAYBE YOU 
SHOULD THINK AGAIN. THE IRS HAS TIGHTENED ITS RULES ON 
MORTGAGE INTEREST DEDUCTIONS AND NOT ALL HOME EQUITY LOAN 
INTEREST IS DEDUCTIBLE. AND YOU SHOULD BE CAREFUL NOT TO USE 
HOME EQUITY LOANS FOR UNNECESSARY EXPENDITURES.
Interest on mortgage secured by a principal or a second 
RESIDENCE WILL CONTINUE TO BE FULLY DEDUCTIBLE WITH ONE 
EXCEPTION: FOR MORTGAGE DEBTS INCURRED AFTER AUGUST 16, 1986, 
THE INTEREST IS DEDUCTIBLE ONLY TO THE EXTENT THAT THE LOAN 
AMOUNT IS NOT MORE THAN THE COST OF YOUR HOME PLUS THE COST OF 
HOME IMPROVEMENTS PLUS THE COST OF QUALIFIED MEDICAL OR 
EDUCATIONAL EXPENSES. THAT'S A MOUTHFUL AND CAN BE CONFUSING.
I THINK THE BEST WAY TO EXPLAIN THE NEW RULES IS BY EXAMPLE.
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LET'S say you bought your home five years ago FOR $75,000. 
The fair market value of the home is now $125,000 and your 
MORTGAGE BALANCE IS $70,000. YOU REFINANCE THE MORTGAGE FOR 
$100,000, USING $70,000 TO PAY OFF THE ORIGINAL MORTGAGE. YOU 
USE THE REMAINING $30,000 TO BUILD AN ADDITION ONTO THE HOUSE. 
IN THIS CASE, THE INTEREST ON THE ENTIRE $100,000 IS DEDUCTIBLE 
BECAUSE THE COST OF YOUR HOME, $75,000, PLUS IMPROVEMENTS OF 
$30,000 GIVES YOU A NEW BASIS OF $105,000. AND SINCE YOUR NEW 
MORTGAGE OF $100,000 DOESN'T EXCEED THE $105,000 BASIS, THE 
INTEREST IS DEDUCTIBLE IN FULL.
LET'S USE THE SAME FIGURES BUT IN THIS CASE, YOU USE 
$15,000 FOR HOME IMPROVEMENTS AND $15,000 TO BUY A NEW CAR.
The cost of your home plus the cost of improvements gives you a 
NEW BASIS OF $90,000 WHILE YOUR NEW MORTGAGE IS $100,000. AS A 
RESULT, INTEREST ON $10,000 OF THE DEBT IS SUBJECT TO THE 
CONSUMER CREDIT INTEREST LIMITATIONS —  FOR 1987 ONLY 65 
PERCENT OF THE INTEREST WOULD BE DEDUCTIBLE. IN 1988, ONLY 40% 
OF THE INTEREST WILL BE DEDUCTIBLE.
Four other deductions were changed —  and all of the
CHANGES WILL END UP REDUCING THE AMOUNT OF YOUR DEDUCTIONS.
They are medical expenses, miscellaneous expenses, charitable 
CONTRIBUTIONS AND MOVING EXPENSES. LET'S LOOK AT MEDICAL 
EXPENSES FIRST.
IN the past, medical expenses were deductible AS AN 
ITEMIZED DEDUCTION TO THE EXTENT THEY EXCEEDED FIVE PERCENT OF 
YOUR ADJUSTED GROSS INCOME. HOWEVER, THIS YEAR THAT FLOOR HAS 
BEEN RAISED TO SEVEN AND A HALF PERCENT. SO IF YOU HAVE AN 
ADJUSTED GROSS INCOME OF $25,000, YOUR MEDICAL EXPENSES MUST 
EXCEED $1,875 BEFORE YOU CAN BEGIN DEDUCTING THEM.
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Miscellaneous expenses underwent a similar change. To 
REFRESH YOUR MEMORY, MISCELLANEOUS EXPENSES INCLUDE UNION DUES 
AND PROFESSIONAL FEES, UNIFORMS AND TAX PREPARATION AND 
COUNSELLING AMONG OTHER THINGS. THIS YEAR YOU CAN DEDUCT 
MISCELLANEOUS EXPENSES AS AN ITEMIZED DEDUCTION ONLY TO THE 
EXTENT THEY EXCEED TWO PERCENT OF YOUR ADJUSTED GROSS INCOME.
IN 1986 AND EARLIER, SUCH EXPENSES WERE DEDUCTIBLE IN FULL.
Our last two deduction changes are also very similar.
Moving expenses and charitable contributions are now deductible 
ONLY IF YOU ITEMIZE. THAT'S A BIG CHANGE FROM 1986 WHEN 
CHARITABLE CONTRIBUTIONS WERE DEDUCTIBLE FOR EVERYONE AND 
MOVING EXPENSES WERE DEDUCTIBLE AS AN ADJUSTMENT TO INCOME. OF 
THE TWO, THE CHARITABLE CONTRIBUTION CHANGE WILL PROBABLY 
AFFECT THE MOST PEOPLE. AFTER ALL, NOT MANY OF US ARE FORCED 
TO RELOCATE BECAUSE OF OUR WORK —  AND THAT'S ONE OF THE 
STIPULATIONS FOR DEDUCTING MOVING EXPENSES.
There are two additional things I want you to remember 
ABOUT TAXES THIS YEAR. CHECK THE MATH ON YOUR RETURN AND 
SECONDLY, BE SURE YOU SIGN IT. MATHEMATICAL ERRORS AND 
FORGOTTEN SIGNATURES ARE TWO OF THE MOST COMMON REASONS FOR 
DELAYS IN PROCESSING YOUR RETURN.
One final point: Remember to consult a CPA if your tax 
RETURN IS AT ALL COMPLICATED. TAX REFORM MADE THINGS MUCH MORE 
CONFUSING AND DIFFICULT. YOUR CPA CAN HELP YOU MAKE SENSE OUT 
OF THE CONFUSION AND KEEP THE TAX MONSTERS OUT OF YOUR CLOSET.
RADIO AND I V  INTERVIEW  GUIDE:
COMMONLY ASKED QUESTIONS ABOUT
F IL IN G  YOUR 1 9 8 7  TAX RETURN
How has Tax Reform affected 1987 tax rates?
FOR 1987, THERE ARE FIVE TAX RATES RANGING FROM 11 TO
38 1/2 PERCENT. That's DOWN FROM 15 BRACKETS RANGING FROM 11
TO 50 PERCENT.
I UNDERSTAND THAT THE ZERO BRACKET AMOUNT HAS BEEN ELIMINATED. 
HAS SO M ETHING  TAKEN IT S  PLACE?
The ZERO BRACKET AMOUNT WAS BUILT INTO TAX BRACKETS AND REDUCED 
YOUR INCOME AUTOMATICALLY. STARTING THIS YEAR, IT HAS BEEN 
REPLACED WITH THE "STANDARD DEDUCTION" WHICH ACCOMPLISHES THE 
SAME THING. FOR 1987, THE STANDARD DEDUCTIONS ARE $2,540 FOR 
SINGLE RETURNS, $3,760 FOR JOINT RETURNS AND $1,880 FOR MARRIED 
FILING SEPARATELY. THESE AMOUNTS ARE SCHEDULED TO INCREASE 
AFTER 1987 AND WILL BE ADJUSTED FOR INFLATION AFTER 1988.
- MORE
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What are the new rules on the mortgage interest deduction? I 
RECENTLY TOOK OUT A HOME EQUITY LOAN AND AM CONCERNED THAT THE 
INTEREST MAY NOT BE DEDUCTIBLE.
The new rules are complex and you'll need to complete Form 8598 
TO DETERMINE EXACTLY HOW MUCH OF THE INTEREST IS DEDUCTIBLE.
IN A NUTSHELL, HOWEVER, MORTGAGE INTEREST INCURRED AFTER 
August 16, 1986 is generally deductible on primary and 
SECONDARY RESIDENCES WHERE THE DEBT DOES NOT EXCEED THE COST OF 
THE RESIDENCE PLUS THE COST OF IMPROVEMENTS PLUS THE COST OF
QUALIFIED MEDICAL OR EDUCATIONAL EXPENSES.
What about interest on other loans? I  know that changed too.
For 1987, ONLY 65 percent of interest on consumer credit such 
AS AUTO LOANS AND CREDIT CARDS IS DEDUCTIBLE. THE DEDUCTION IS 
CUT TO 40 PERCENT FOR 1988 AND WILL BE FULLY ELIMINATED AFTER 
1990.
- MORE -
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Have there been any other changes affecting deductions?
State and local sales tax has been completely eliminated and 
charitable contributions are now deductible only if you 
itemize. Miscellaneous expenses are now only deductible to the 
EXTENT THAT THEY EXCEED TWO PERCENT OF YOUR ADJUSTED GROSS 
INCOME. IN ADDITION, MEDICAL EXPENSES ARE DEDUCTIBLE ONLY TO 
THE EXTENT THEY EXCEED 7.5 PERCENT OF YOUR ADJUSTED GROSS 
INCOME, UP FROM 5 PERCENT LAST YEAR. OTHER DEDUCTIONS WERE 
CHANGED AS WELL.
CAN I STILL DEDUCT MY IRA CONTRIBUTIONS?
FOR THE MOST PART, YES. BUT THERE ARE NEW RESTRICTIONS. TAX 
REFORM ELIMINATES DEDUCTIONS FOR IRA CONTRIBUTIONS FOR 
TAXPAYERS WHO ARE ACTIVE PARTICIPANTS IN A QUALIFIED RETIREMENT
PLAN AT WORK AND HAVE ADJUSTED GROSS INCOMES OF MORE THAN 
$50,000 ON A JOINT RETURN OR GREATER THAN $35,000 ON A SINGLE 
RETURN.
- MORE
My son tells me that he must report his college scholarship as 
INCOME ON HIS TAX RETURN. IS THAT TRUE?
Yes it is. If he is a degree candidate and the scholarship was 
GRANTED AFTER AUGUST 16, 1986, HE MUST INCLUDE ALL SCHOLARSHIPS 
RECEIVED FOR ROOM, BOARD, TRAVEL AND ALSO ANY PAY RECEIVED FOR 
SERVICES IN CONNECTION WITH THE SCHOLARSHIP. IF HE IS NOT A 
CANDIDATE FOR A DEGREE, HE MUST INCLUDE HIS ENTIRE SCHOLARSHIP 
OR GRANT.
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Were there any other changes concerning reportable income?
all unemployment compensation must now also be included in 
income. The same is true for dividends. Tax reform eliminated
the dividend exclusion.
